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Summary 

The federal deposit insurance system in the United States protects depositors from losses that 
would occur in the event that a financial institution becomes insolvent, meaning that the 
institution’s lending activities did not generate enough revenue to repay depositors their principal 
and interest. By guaranteeing depositor accounts up to a set limit, deposit insurance may also help 
prevent “runs,” which occur when bank customers lose confidence in the ability of a financial 
institution to repay its depositors and rush to withdraw deposits. A bank run, or panic, can spread 
and threaten the solvency of other financial institutions should the public also doubt their 
soundness, thus suddenly and simultaneously withdrawing deposits from those institutions as 
well. In other words, deposit insurance aims to promote and help maintain public confidence in 
the U.S. financial system, particularly at times when some depository entities suffer large losses 
or become insolvent. 

The Federal Deposit Insurance Corporation (FDIC) was established to insure bank deposits as an 
independent government corporation under the authority of the Banking Act of 1933, also known 
as the Glass-Steagall Act (48 Stat. 162, 12 U.S.C.). The FDIC is not funded by appropriations; it 
is funded through insurance assessments collected from its member depository institutions and 
held in what is now known as the Deposit Insurance Fund (DIF). The proceeds in the DIF are 
used to pay depositors if member institutions fail. 

The Federal Credit Union Act of 1934 (48 Stat. 1216) formed a national system to charter and 
supervise federal credit unions. The National Credit Union Administration (NCUA), which 
administers deposit insurance for credit unions, became an independent federal agency in 1970 
(P.L. 91-468, 84 Stat. 994). The NCUA is not funded by appropriations, but through insurance 
assessments collected from its member credit union institutions and held in what is now known as 
the National Credit Union Share Insurance Fund (NCUSIF). Proceeds from the NCUSIF are used 
to pay share depositors if member institutions fail. 

Beginning in 2008, the number of bank failures increased substantially, and the DIF fell below its 
statutory minimum requirement. Credit union failures also increased, and five large corporate 
credit unions were placed under conservatorship by the NCUA. The 1 1 1 th Congress subsequently 
provided both the FDIC and the NCUA with greater ability to replenish the insurance funds and 
stabilize liquidity among depository institutions through a variety of measures. Should insurance 
claims (resulting from failures) exceed the sizes of the insurance fund reserves, additional 
legislative action may be necessary for one or both agencies to continue to resolve failed 
institutions. 

Current congressional interest in deposit insurance relates to oversight of how the FDIC and the 
NCUA protect deposits and address solvency issues associated with their insurance funds. This 
report provides an overview of the FDIC and NCUA, the status of both the DIF and NCUSIF, and 
describes the procedures followed to resolve failed depository institutions. Appendixes to this 
report describe measures taken to reduce the loss exposure and total risks to the funds. 
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Introduction 

The federal deposit insurance system in the United States, which was established in the 1930s, 
protects depositors from losses that may result from at least two causes. First, a financial 
institution may use deposits to fund lending activities that may later prove to be unprofitable, 
leading to substantial losses that make it difficult to repay depositors. Second, a financial 
institution may find itself unable to repay depositors if its customers suddenly and simultaneously 
withdraw their deposits based upon speculation or knowledge about the health of similar or 
neighboring institutions. This phenomenon is generally known as a ha nk run. Flence, deposit 
insurance has arguably promoted and helped to sustain public confidence in the U.S. financial 
system, particularly at times when depositories have suffered large losses. 

As the financial crisis of 2008 developed, the number of failures of depository institutions 
increased. The Federal Deposit Insurance Corporation (FD1C) administered 25 bank failures in 

2008, 140 ha nk failures in 2009, 157 bank failures in 2010, and 92 bank failures in 2011. In 
contrast, no ha nk s failed in 2005 and 2006, and only three bank failures occurred in 2007. 1 Funds 
used to reimburse depositors when banks fail are maintained in the Deposit Insurance Fund 
(DIF), which is managed by the FDIC. The pace of bank failures has, so far, declined since 2011. 

According to the National Credit Union Administration (NCUA), 15, 16, and 12 credit unions 
failed in 2005, 2006, and 2007, respectively; in comparison, 18 credit unions failed in 2008, 28 in 

2009, 28 in 2010, and 16 in 201 1 . 2 In addition, five corporate credit unions, which provide 
financial services for retail credit unions, saw severe liquidity pressures and were eventually 
placed under conservatorship by the NCUA. Funds to reimburse credit union members are 
maintained in the National Credit Union Share Insurance Fund (NCUSIF), which is managed by 
the NCUA. The pace of credit union failures has declined since 2011. 

Regulators and legislators reacted to (1) the depletion of the DIF that resulted from the surge in 
ha nk failures and (2) a temporary dip in the NCUSIF below its statutory level during 2010. For 
example, regulators increased deposit insurance assessments on member institutions. In addition, 
the NCUA borrowed funds (which must be repaid) from the U.S. Treasury via the Temporary 
Corporate Credit Union Stabilization Fund (TCCUSF) to administer the conservatorships of the 
corporate credit unions. The 1 1 1 th Congress also provided the FDIC and the NCUA with greater 
ability to meet the liquidity needs of depository institutions, which are discussed later in this 
report. Whether additional legislative action becomes necessary depends in part upon the future 
number and pace of failures of depository institutions. 

This report provides an overview of the FDIC and the NCUA, the status of the DIF and NCUSIF, 
and the resolution procedures that are implemented when depository institutions fail. Appendix A 
summarizes efforts to support the DIF during the recent period of financial distress prior to the 
passage of the Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act; 
P.L. 111-203, 124 Stat. 1376). Appendix B summarizes recent actions taken to minimize losses 
to the NCUSIF and the credit union system. 



1 See http://www2.fdic.gov/qbp/2009dec/qbp.pdf. 

2 See NCUSIF and TCCUSF Statistics, http://www.ncua.gov/Resources/Reports/ncusif/2011/2011JuneBoardSbdes.pdf. 
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Deposit Insurance for Banks 

The FDIC was established as an independent government corporation under the authority of the 
Banking Act of 1933, also known as the Glass-Steagall Act, to insure bank deposits. 3 The FDIC 
insures demand deposit (non-interest bearing) accounts, interest bearing checking accounts, 
savings accounts, and certificates of deposit. 4 The FDIC also insures funds held in traditional and 
Roth Individual Retirement Accounts (IRAs). 5 It provides separate coverage for deposits held in 
different account ownership categories, such as single accounts, joint accounts, and IRAs. For 
example, the funds in a deposit account and those in an IRA woidd be insured separately by the 
FDIC, even if the accounts belonged to the same individual. 6 

When a bank becomes insolvent or fails, the FDIC assumes responsibility for repayment of the 
principal balance in depositor accounts up to the deposit insurance limits. Typically, most 
depositors have access to their insured funds within one business day after the FDIC closes the 
bank. With certain deposits, such as 401(k) accounts and retirement accounts, additional time is 
required to make an insurance determination, but the FDIC estimates that this should not be 
longer than several days. In some situations, depositors may also receive a portion of their 
uninsured funds, depending on the sale of the failed bank’s assets, a process which may take one 
or two years. 7 

Congress has periodically increased the maximum amount of deposit insurance coverage as 
deemed necessary to enhance public confidence and reduce the risk of ha nk runs. 8 For example, 
the Federal Deposit Insurance Reform Act, which was enacted on February 8, 2006, raised the 
limit on deposit insurance for IRAs from $100,000 to $250, 000. 9 The Emergency Economic 
Stabilization Act of 2008 (EESA; RL. 110-343, 122 Stat. 3765) temporarily raised the limit on 



3 48 Stat. 162, 12 U.S.C. See Christine Bradley, “A Historical Perspective on Deposit Insurance,” Federal Deposit 
Insurance Corporation, FDIC Banking Review, December 2000, p. 3, http://www.fdic.gov/bank/analytical/banking/ 
2000dec/brvl3n2_l .pdf. 

4 P.L. 1 11-203, Section 627 repeals the prohibition of payment of interest on demand deposit accounts beginning one 
year after enactment. The FDIC also insures Money Market Deposit Accounts, which are savings accounts that allow a 
limited number of checks to be written each month; Negotiable Orders of Withdrawal (NOW) accounts; and 
outstanding cashiers’ checks. 

5 The FDIC also insures the following retirement accounts: Keogh retirement accounts for the self-employed, 457 Plan 
retirement accounts for state government employees, and employer-sponsored defined contribution plan retirement 
accounts that are self-directed, which are primarily 401(k) accounts and include SIMPLE 401(k) accounts, Simplified 
Employee Pension (SEP) IRAs, and Savings Incentive Match Plans for Employees (SIMPLE) IRAs. 

6 The FDIC does not insure stocks, bonds, mutual funds, money market funds, life insurance policies, annuities, or 
municipal securities, even if these products were purchased from an insured bank. The FDIC does not insure the 
contents of safe deposit boxes, losses due to theft or fraud at the bank, losses due to accounting errors, and investments 
backed by the U.S. government, such as Treasury securities and Savings Bonds. See Federal Deposit Insurance 
Corporation, “One-Stop Shopping for Financial Services: A Window of Opportunity for the Informed Consumer,” 
FDIC Consumer News-Spring 2001 , FDIC, 2001, http://www.fdic.gov/CONSUMERS/consumer/news/cnspr01/ 
cvrstry.html. 

7 FDIC, “Fall 2008-Special Edition: Your New, Higher FDIC Insurance Coverage,” FDIC Consumer News, 2008, 
http://www.fdic.gov/consumers/consumer/news/cnfall08/misconceptions.html. 

8 In addition to deposit insurance coverage, the FDIC announced the creation of the Temporary Liquidity Guarantee 
Program on October 14, 2008, to encourage liquidity in the banking system. One component of the program guarantees 
senior unsecured debt issued by depository institutions. The Transaction Account Guarantee component insures payroll 
processing accounts used by businesses, which are non-interest bearing deposit accounts. See Appendix A. 

9 P.L. 109-171, 110 Stat. 9. 
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